PART I

WORLD ECONOMIC AFFAIRS
By H. V. Hodson

(i) Introduction

ONE day at the end of 1034 the news included two important items
concerning the financial and economic situation of Europe. First,
Italy had adopted measures for the mobilization of Italian in vest-
ments abroad, in defence of the lira; second, the Austrian 'stand-
still' agreement was to lapse, most of the credits it covered having
been already repaid, and normal financial relations having been
roBtorod with the outside world. The contrast attracted little notice,
but it was highly noteworthy as a sign of the economic times. On
the one hand, Italy had pursued, with the coercive thoroughness of
the corporative state, a course of deflation designed to adjust her
economy to the fall in world prices. On the other hand, Austria had
been strudk an early and numbing blow in the Credit-Anstalt crisis
of 1081; she had been forced into technical default on her * League'
loan; find she had undergone political turmoil, economic reprisals and
grave external menaces. Yet it was Austria and not Italy who was
reloading her economy from 'crisis' controls, Italy and not Austria
who wan taking stem measures to defend her currency against an
insidious weakness.

ContraHte an striking could be drawn elsewhere, In 1934 the coun-
tries of the world might bo said to form two groups: those whoso
internal economic activity was being stimulated by an expansionist
monetary policy behind a depreciated,exchange, and those which
wore forced to adopt a oontraotionist policy in order to defend them-
Molven againnt the depreciated currencies of their customers and their
commercial rivals, It seems worth while inquiring at the outset on
what theoretical bams the contrast between the experience of those
two groups may be explained. It had been regarded as an axiom of
economic! theory that no country could make itself wealthy at the
expense of others; further, that the competitive advantage given
by currency depreciation would wear off comparatively quickly,
as internal conts adjusted themselves to the weakened exchange-
rate, These were propositions which the events of 1934 appeared to
contradict.

The contradiction, however, was to a large degree superficial A
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